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Seplember 74,

Mr. Gerald A. Silva

City Auditor

151 M. Wisslon Strest, Room 109
5an Jose, California 93110

Bear Hr. Silva;

We have reviewsd the system of gquality contrel in effect as of June 30,
1987, for ewdits issued by the City Awditer for the City of San Jose
and have dssued & separate management  letter thereon dated
September 23, 1987, As specified in cur engagement letter dated April
&, 1987, our review was limited to an assessment of personnel and audit
adninistration procedures and controls to ensure conformity with the
standards specified im the Mational State Auditors Association’s [NSAA)
“Nuality HMeview Guidsnce For Government Awdit Drgenizatioms.® Simce
your guality conmtrel procedures were not implemented until April 1,
1987, we did not cenduct substantive testing of the implemantation of
the guality control proceduras.

In performing our review, we have given consideration to the general
characteristics of a system of quality comtrel as described in the
guidelines dissued by the WSAR. Such a system should be suffictently
comprahansive and designed te ensere producticn of reliable audits
given the sudit organization’s structure, Tegal requirements, pelicies,
and the nature aof it functions.

In our epinisn, the system of guality comirel for the City Auditor of
the City of San Jose im effect as of Jume 30, 1967, met the objectives
of the quality costrol guidelines isswed by the W5AR. Furthermore, in
pur opinfon, the office of the City Auditor's adherence te s syitem
of fintermal controls should provide reasonable asswrance that the
of fice®s work will comform ta professiomal standards.

Lincerely,
THOMAS W. HAYES N
Auditor Genaral RchtiijE_“

CITY AUDITOR
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September 24, 1547

Wr. Gerald A, Silva

City fuwditor

151 B, Mission Strest, Boom 109
San Jose, Califernia 93110

Dear Mr. Silva:

e have reviewed the system of quality comtrol for audits {sswed by tho
City Auditor for the City of Sam Jose in effect as of Jume 30, 1287,
and have dissued a separate report dated September 24, 1987, on our
review of that system. This letter should be read in conjunction with
that repart,

Ouring our review, we did npot note amy material weaknesses that we
believe are esgential for am  adequate system of guality control.
Howewver, we noted a few areas whars you could enhance your eﬂstin?
system of quality control to provide a more efficient implementation o
the audil process.

BALEGRIUHD

The City SBuditor for the City of San Jose is respomsible for providing
performance audits, fimamcial awdits, and special studies. Under the
presept  organizational structure, the stalf of the City Auditor
conducks performance aodits and special studles. The City Auditor
serves as the contracting agenl Lo procure the required finamcial audit
services and procures special study services that reguire spacialized
or umlgue skills or experience. Our revied was limited to evaluating
the City Auditor's system of quality comtrol im place as of Juna 30,
1987, for conformance with the 35ia

issued by tha

Comptroller Gameral of the United States.

We have performed our review of your system of quality conbtral im
accordance with the scope sutlined in our emgagement letter dated
April &, 1587, Since your quality control procedures were ol
implemented wunkil &pril 1, 1987, we did not comduct substantive testing
of the implomentation of the gualfity control procederes. To assess Lhe
quality comtrel policies amd procedures, we used the "(uality Review
fgidapce for Government Audit Orgamizations® recommended by Lhe
Hakfonal State Auditors Assoclation. Mr. Thomas &, Brittimg, Audit
Manager, with the OFFice of the Awditor General, comdocted the actual
reviaw, Hr. Britting has extessiwe performance awdit experience with
both Ehe United States Geperal Accounting Office amd the OFfice of Lhe
Buditor General of the State of California.
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RECOMMEMDAT IONS

The following recommendations are made to enhance the City Auditor’s

existing

system of quality control to provide for a more efficient

implementation of the audit process.

1.

The City Auditor procures financial audits under contract with
certified public accounting firms. The contracts presently
used by the City Auditor clearly outline the contractors’
audit responsibilities and the professional standards that the
contractor:s must follow. The contracts are prepared by the
City Attorney with consultation from the City Auditor. Under
current procedures, prior year centracts serve as a model for
subsequent year contracts. Although the City Auditor has
followed this procedure, the procedure is not clearly stated
in the Operations Manual. The City Auditor has recognized the
need for improving procedures in this area and was working on
developing procedures for finmancial audit standards during the
course of our review. Therefore, we recommend that the City
Auditor complete the development of procedures that a
contractor must follow to ensure adherence to professional
standards and incorporate these procedures into the Operations
Manual.

The City Auditer requires the audit staff teo provide
assurances that they meet the standards of independence at the
beginning of each engagement. However, during an engagement,
situations may arise that may impede the auditor’'s
independence. To allow for such situations, Generally
Accepted Government Auditing Standards place responsibility on
the individual auditor to inform management if such an event
takes place. The City Auwditor's existing procedures are
silent on this issue. Therefore, we recomsend that the City
fuditer add to the Operations Manual a procedure placing
responsibility on the audit staff for informing management of
any events that may call into question the auditor's
independence.

The City Auditor's procedures adequately address the standards
of evidence required of governmental auditors. One of those
standards requires that anm auditor seek corroboration of
testimonial evidence when the auditor must rely on statements
made by the auditee to support critical elements of am audit
finding. At times, we have experienced situations where no
corroborative evidence exists and reliance on interviews could
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lead to disputes because of the potential for
miscommunication. To enhance the reliability of testimonial
evidence, we recommend that the City Auditor adopt a procedure
requiring audit staff to obtain letters of representation From
auditees when the auditors must rely on uncorroborated
testimonial evidence.

4. Generally Accepted Government Auditing Standards require audit
organizations to maintain a training program that maintains
and enhances the auditing skills of professional staff. The
City Auditor adequately addresses this standard by annually
evaluating the specific training needs of each auditor and
obtaining the necessary training within the budget constraints
for training. Recent recommended draft revisions to
government auditing standards would specify a minimum of 80
hours of continuing professional education each two years with
at least 24 hours inm ogovernment-related auditing subjects.
Should this revision be adopted, we recommend the the City
auditor make provision to provide the required level of
training prescribed by the standards.

This management letter is fintended solely for the use of the City
Auditor for the City of San Jose and should not be used for any other
purpose except at the discretion of the City Auditor. We appreciate
the cooperation and assistance extended by the management and staff of
the City Auditor.

Sincerely,

THOMAS W. HAYES
Auditor General
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M. Thomas W. Hayes

Office of the Auditor Genercal
G0 1 Strect, Suite 300
Sacramento, CA 95614

Daar M. Hayes

Tharke wou, Mr. Kurt Sjoberg, and Mr. Tom Britbting,
for conducting this Office’s first peer review performance
audit. As you lmow, City Charter Section 805.2 requires
that a performance sudit of the Gity Msditor's OFflce
be conducted and reported to the full City Council just
before the mid-point and conclusion of the City Auditor's
four-year appointment. Hegause your review was in accord-
ance with the standards spedified im the Mational State
tuditors Association's "Quality Review Guidance for
Government Audit Organizations,"” this Office was able to
maet its statuatory reguirement.

1 was wvery ispresased with Mr-. Britting's professional
approach and thoroughness. His guldance and recommendations
wLll enhance our guality control system and better prepare
us for fubture peer reviews. Your recommendations are
appropriate and we are taking the followwng steps to Lmple-
ment them:

Procurement of owtside Finanoial auwdit secvices:

Our operating procedures 4-07, “"Contracting for
Services,” providas for the contracting of oukt-
side professional services. Howsver, it does
not specifically address the procurement of
financial audit services or provide the reguired
audit contract boilerplate. Both of these
wlements will be included in the revised pro-
oedure,

7. Standards of independences:

Our oparating procedure 4-01, "Job Nunber and
Skalf Assigrnment," addresses the identification
of auditos Lmpairments at the job assigement
phase of each audit. [t will be revised to also
require staff to advise management during the
audit should an impairment develop that might
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impede the suditor’s Lndependence.  ALL
avdl t staff have already been informed of
their responsibility to Feport any situations
that may arise during an assigrment that
may Lmpair their tndependence.

Standards of evodenos:

Our operating procedure attachment 5-05.7,
“Rules of Evidence." addresses tha use and
risk of using interviews as evidence. Al-
though thiz Office uses Letters of repre-
pantation, they have not been specified in
policy. We will revise attachment 5-05.1 o
address this shortcoming.

Contiming professional education hours:

Our operating procedure Z-04, "Staff Tralning/
Continuing Education,” provides for tralning
for all staff., e are aware of the proposed
standard for auditors of B0 continuing education
hours svery two years with at Least 24 howrs in

overpment-rolated auditlng sub jects. Should

he GAD adopt the standard, we will reviass oue
procedure acocordingly .

Again, Jleff Mikle= and | d$lnecerely appreciate yous
timely assistance Ln this very isportant matier and are
pleased with the results of your review.

G5rb




